WAC 458-20-121 Sales of heat or steam-Including production
by cogeneration. (1) Introduction. This section provides tax
reporting information to persons who sell heat and/or steam
Because heat and steam are often the product of a cogeneration
facility, this section also provides tax information for persons
operating cogeneration facilities. Persons generating electrical
power should also refer to WAC 458-20-179 and 458-20-17901.

(2) Sale of heat or steam - business and occupation (B&0O
tax. Persons engaging in the business of operating a plant for
t he production, extraction, or storage of heat or steamfor
distribution, for hire or sale, are taxable under the service
and ot her business activities classification. This includes heat
or steam produced by a bi omass system cogeneration, geothernal
sources, fossil fuels, or any other nethod.

(3) Sale or production of electricity - cogeneration. The
production of steam heat, or electricity is not a manufacturing
activity wwthin the definition of RCW82.04.120. Persons who
operate a plant or systemfor the generation, production or
distribution of electrical energy for hire or sale are subject to
the provisions of the public utility tax under the Iight and
power tax classification. Persons who generate electrical energy
should refer to WAC 458-20-179. A deduction may be taken for:

(a) Power generated in Washington and delivered out - of -
state. (See RCW 82.16.050(6).)

(b) Ampunts derived fromthe sale of electricity to persons
who are in the business of selling electricity and are purchasing
the electricity for resale. (See RCW82.16.050(2).)

(4) Tax incentive prograns - cogeneration. There were tax
i ncentive prograns avail abl e for cogeneration projects begun
before January 1, 1990. See WAC 458-20-17901 for the
requi renents which applied. Sales and use tax deferrals may
apply under certain conditions for power generation facilities,
even though the production of power is not specifically subject
to a manufacturing tax. For exanple, if the cogeneration
facilities are part of a manufacturing plant for the production
of new articles of tangible personal property and the
requirenents for tax deferral are net, the business may apply for
tax deferral prograns. These incentive prograns are discussed in
WAC 458- 20- 240, 458-20-24001, and 458-20-24002.

(5) Fuel. Persons who produce their own fuel to generate
heat, steam or electricity are subject to the manufacturing B&O
tax on the value of the fuel. This includes the value of fuel
which is created at the sane site as a by-product of another
manuf acturi ng process, such as production of hog fuel. The
t axabl e val ue shoul d be determ ned based on conparabl e sales, or
on the basis of all costs in the absence of conparabl e sales.
Refer to WAC 458-20-112.

The fuel does not becone an ingredient or conponent of
power, steam or electricity. The purchase of fuel is subject to
paynment of retail sales tax to the supplier. |In the event retai
sales tax is not paid to the supplier, deferred sales or use tax



must be paid. However, the |law provides a specific exenption
fromthe use tax for fuel which is used in the same nmanufacturing
pl ant which produced the fuel. For exanple, if a |unber
manuf act urer produces wood waste which is used in the sane pl ant
to produce heat for drying lunber and also electricity which is
sold to a public utility district, the wood waste is not subject

to use tax even though the manufacturing tax will apply. (See
RCW 82. 12. 0263.)
(6) Equi prent and suppli es. Persons who are in the

busi ness of producing heat, steam or electricity are required to

pay retail sales tax to suppliers of all equipnment and supplies.
If the supplier fails to collect retail sales tax, deferred

sal es or use tax nust be paid.

[Statutory Authority: RCW82.32.300. 94-13-033, " 458-20-121,
filed 6/6/94, effective 7/7/94; 83-07-034 (Order ET 83-17), °©

458-20-121, filed 3/15/83; Order ET 70-3, " 458-20-121 (Rule
121), filed 5/29/70, effective 7/1/70.]



